Since 1983, Indonesian tax policy has been the subject of ongoing reforms in order to replace the old colonial tax arrangements, reduce income dependency from oil and gas, decrease the government's foreign debt and maintain its fiscal sustainability. Nevertheless, after 25 years of reform, actual Indonesian tax performance is still far from what might have been expected as Indonesia have one of the lowest total tax ratios among the ASEAN countries. This research show that the most recent changes put in place may have reduced potential tax revenue from personal income but an increase in the compliance rate. Keywords: personal income tax; microsimulation; Indonesia
Introduction
. Nevertheless, this did not seem to improve Indonesia's tax performance as the tax ratio fell (Arnold 2012) and no proven increase in revenue was recorded in regional tax offices (Prawira 2015) . This assessment will provide some commentary on this issue as Indonesia plan to have further reform administratively.
Following this introduction, the second section will
give an overview of Personal Income Tax (PIT) in Indonesia including its contribution to overall tax revenue and the reform that has occurred since 1983. This is followed by a section about the empirical framework used in this study. Section four presents and discusses the results of the empirical estimation and section five concludes the study.
Literature Review

The PIT in Indonesia
Indonesian tax revenue increased sharply during the two decades after the first major reform took place, from only 39. 5 This study specifically looks at the PIT from labour income (or PIT article 21) which contributes the major share of Indonesian PIT.
The PIT reform
The 1983 Indonesian income tax reform effectively came into force in 1984. The motivation for this reform was four-fold. The first aim was to secure revenue from non-oil tax. The second was to simplify the income tax law and its administration in order to ensure more efficient and better services. The third was to improve income distribution by reducing tax-induced distortions in the allocation of resources and to achieve economic neutrality. The final aim of the reform was to ensure that a lower tax burden applied to the poor (Asher 1989; Gillis 1985 In Indonesia, the central government, through the Ministry of Finance, has the authority to determine both the tax bases and tax rates for the PIT. Nevertheless, amendments to law are necessary to make any changes in the income tax rate. These law amendments are parts of a long process which requires intense discussion between parliament and the government. In terms of PIT, much of the reform has been related to the income tax progression Minister of Finance has authority to propose to the Indonesian parliament changes in the tax threshold to provide some relief for Indonesians that meet certain conditions. This Article aimed to add flexibil- Table 2 . per cent of its average national wage. In summary, India is the only comparative country that provides higher tax relief than Indonesia.
In addition to tax allowances, all of these comparable countries also provide additional family-based relief. Indonesia provides an annual family member relief of IDR1,320,000, which equates to 9.5 per cent of the average national wage per individual member of the family. The maximum entitlement is for three dependants per taxpayer with the position of a head of household. Brazil, China, India, and South Africa applied various rates less than, or comparable to, the rate that is provided by the Indonesian PIT system.
Method
To answer the main research questions, we devel- 
Data and Variables
The first base data used in this analysis is Susenas 
Estimation process
The first step of the estimation process is actually part of the database building process. As the PIT calculation should be based on individual data, the The range of matching variables is as follows:
• geographic: province, municipality, district, subdistrict This simulation will lead us to answer our research questions on how revenue and tax distribution are affected by the changes in the income taxation rule. Tables 1   and 2 , the new tax law changed the non-taxable income threshold together with income tax brackets and tax rates. Therefore, the microsimulation model estimates the potential tax revenue from these two tax structures. Table 3 shows that the number of eligible taxpayers has slightly decreased as a result of the reform.
Results and Analysis
The impact on the tax base
To take account of the income earners who are not eligible to be taxpayers, we used a non-taxable income group as one of the categories shown in Table 3 Table 4 presents the results for the PIT simulation under our incidence assumption. Tax revenues are totalled while tax burden is averaged over the individuals in each taxpayer's income decile. Table 4 shows the revenue impact of the tax reform 2008. This adds further analysis to the previous section's finding on the reduction of the tax base from the implementation of the new tax structure.
The impact on revenue
It also shows that the reduction of tax is greater for high income (even in terms of proportion). In addition to the changes in the tax base, these results demonstrate that the second major component of the reform, the changes to the tax rates, had a greater impact. Because of the relationship between the components of the two changes, it can be expected that the potential tax revenue would be reduced by more than 6.21 percentage points of the nominal reduction in the tax base (as shown in the last three columns of Table 4 ).
The results presented in Table 4 While the tax rate change produced no impact in the seven lower deciles, the tax base change produced a larger impact on revenue reduction for these deciles. The large impact of the reduction started from the lowest decile 1 up to decile 8. We found that the change in the tax base impacted significantly and removed all potential revenue from income decile 1 and 2. When we only changed the base, almost all of the taxpayers in these deciles were actually not paying taxes. This is presumably due to a significant reduction associated with the omission of these individuals' taxable income base right after the application of the new tax exemptions based on the new legislation. The subsequent impact on the reduction of income tax liabilities continued to be experienced in each decile: the higher the decile, the lower the impact. We suspect the gradual revenue reduction from decile 3 to decile 8 could also relate to our previous findings of the impact due to the increasing tax exemptions in the new legislation. These increased exemptions re- Table 5 
The impact on the tax burden distribution
Tax potential versus tax compliance
So far, our microsimulation estimate shows a large decrease in tax potential following the reduction of the number of taxpayers and the rates they have to pay. However, there is another side to the story, which is the fact that less than 10 per cent of In- (Table 4 ). This exposes the potential to raise significant tax revenue through 'extensification' especially to the next lower income decile.
Based on our microsimulation estimate, given the potential is there, the extensification program, by improving compliance, is more important at this moment than changing the tax structure to increase the tax base or the tax potential. Nevertheless, the estimate also shows that even with extensification the structure of income and tax will always preserve the concentration of income in the first and second highest deciles. Thus, to some extent our microsimulation shows that the dependency on the higher income taxpayers cannot be reduced unless there is a significant change in the distribution of income in Indonesia.
Our final focus relates to compliance, and we ar- Table 6 supports this argument by showing that not only did the number of registered taxpayers increase in 2009 but this was followed by an increase in the number of those who submitted a tax return.
Conclusions
The results from our static microsimulation model 
